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The bumpy road to recovery continues – the 2010 mid-year outlook 
 
Our economic and market outlook at mid-year has not changed significantly from the 2010 
Outlook report, “A bumpy road to recovery”, published earlier this year. The following points 
summarize the Wells Fargo Advisors 2010 outlook update, released last week, with analysis and 
forecasts by the strategists of the Advisory Services Group. 
 
 Although we have adjusted some of our targets modestly, we still expect a bumpy road to 

recovery. We look for economic growth to be slower than normal and average 2.8% in the 
four quarters of 2010. 

 
 We expect U.S. Consumer Price Index (CPI) inflation to be 2.0% in the 12 months ending 

December 2010. Inflation is likely to remain low, as net lending is still depressed and there 
is a lot of excess capacity in the economy keeping wage and price inflation low. 

 
 We expected a modest dollar rally this year, but the dollar rallied by more than we 

anticipated. We now recommend a slight underweight to developed equity markets and a 
slight overweight to emerging equity markets until it is clear whether European 
policymakers will take all necessary steps to support the euro and avoid a recession. 

 
 We remain positive but cautious on the equity markets. The S&P 500 hit our original year-

end target of 1175-1200 in early April. More recently, we reduced our year-end target 
slightly to 1100-1140, given the weakness in foreign markets and volatile U.S. markets. 

 
 For more than a year, the current market recovery has shown the same trajectory as the 

1973-1974 and 1981-1982 market rebounds, which also began with swift, sharp rallies. 
And, just as the current recovery, those earlier rebounds also showed muted second year 
returns as the market worked off excesses from their initial rallies. The chart (next page) 
shows how the current market fits the historical pattern. The pattern also suggests a 
renewed rally in the third year of recovery.  This pattern and the prospect of a continued 
economic recovery and higher earnings, lead us to expect the S&P 500 to rise back above 
the 1200 level in the first half of 2011. 
 

 We continue to favor cyclically sensitive sectors such as Industrials, Materials and Telecom 
Services. However, these sectors could be under pressure during market weakness. 
Nonetheless, we believe long-term investors should use pullbacks to build positions in these 
sectors in anticipation of a stronger market in 2011. 

 
 In taxable fixed income markets, we continue to recommend investors overweight the 

corporate bond sector. The recent widening of spreads presents an attractive opportunity to 
increase exposure and bring portfolios up to an overweight allocation. Municipal bonds 
continue to offer attractive value, especially since tax rates are likely to increase next year. 
We recommend investors focus on general-obligation and essential-purpose revenue debt. 
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Forecasts and targets     
  2010 2011 
S&P 500 – Target 1100-1140 range* 1200-1220 range† 
S&P 500 Earnings Per Share Estimate (EPS) $79  $89  
Real Gross Domestic Product (GDP)‡ 2.8% 2.3% 
10-year U.S. Treasury Note Yield 3.00% - 4.00% 3.50%-4.50% 
 
* Year-end 2010 target 
† 12-month target from June 2010 to June 2011 
‡ As of June 23, 2010. Fourth quarter to fourth quarter growth rate. 
Past performance is not an indication of future results. An index is not managed and is 
unavailable for direct investment. There can be no assurance that any of the target objectives 
will be met. 
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Market performance of the S&P 500 is typically muted and more 

volatile in the second year of a new cycllical bull
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Past performance is not an indication of future results. An index is not managed and is unavailable for investment. 
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Investment and Insurance Products:   NOT FDIC Insured   NO Bank Guarantee   MAY Lose Value 

 
Information provided in this report is for educational and illustrative purposes only and should not be construed as 
individualized investment advice. The investment or strategy discussed may not be suitable for all investors. Investors must 
make their own decisions based on their specific investment objectives and financial circumstances. The Standard & Poor’s 
indexes are unmanaged, weighted indexes of stocks providing a broad indicator of price movement. Individual investors 
cannot directly purchase an index.  
 
Wells Fargo Advisors is the trade name used by two separate registered broker-dealers: Wells Fargo Advisors, LLC, and 
Wells Fargo Advisors Financial Network, LLC, Members SIPC, non-bank affiliates of Wells Fargo & Company.   
  
H.D. Vest Investment ServicesSM, Member SIPC, a non-bank subsidiary of Wells Fargo & Company, and an affiliate of Wells 
Fargo Advisors. 
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Important Information, Risk Factors and Disclaimers: 
 Past performance is not a guarantee of future results. 
 Investing in foreign securities presents certain unique risks not associated with domestic 

investments, such as currency fluctuation and political and economic changes.  This may 
result in greater price volatility. 

 An index is not managed and is unavailable for direct investment. 
 There is no assurance that the target price will be attained. 
 Investments that are concentrated in a specific sector or industry increases its vulnerability 

to any single economic, political or regulatory development. This may result in greater price 
volatility. 

 Investing in fixed income securities involves certain risks such as market risk if sold prior to 
maturity and credit risk, especially if investing in high yield bonds, which have lower ratings 
and are subject to greater volatility.  All fixed income investments may be worth less than 
the original cost upon redemption or maturity.  Bond prices fluctuate inversely to changes in 
interest-rates.  Therefore, a general rise in interest rates can result in the decline of the 
value of your investment.   

 Income from Municipal securities is generally free from federal taxes and state taxes for 
residents of the issuing state.  While the interest income is tax-free, capital gains, if any, 
will be subject to taxes.  Income for some investors may be subject to federal Alternative 
Minimum Tax (AMT).   

 Although Treasuries are considered free from credit risk they are subject to other types of 
risks.  These risks include interest rate risk, which may cause the underlying value of the 
bond to fluctuate, and deflation risk, which may cause the principal to decline and the 
securities to underperform traditional treasury securities. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


